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Abstract
Purpose – The purpose of this paper is to compare the criteria used among Islamic Indices,
specifically between the Kuala Lumpur Stock Exchange Shari’ah Index (KLSESI) and the Dow Jones
Islamic Market Index (DJIM) in screening a permissible company for investment purposes. The two
controversial criteria examined are: level of debt and level of liquidity of company.
Design/methodology/approach – The paper investigates the 642 companies listed on the Bursa
Malaysia in 2006 as approved Shariah’s compliant companies by the Shari’ah Advisory Council of the
KLSE.
Findings – Overall, the results reveal that the KLSESI does not use both the criteria set by the DJIM
as its measures during the screening process. As for the level of debt criterion, the results show that
44.07 percent of the companies listed under the KLSESI are highly geared. These companies depend
heavily on debt to finance their capital. However, the results for the level of liquidity criterion are not
as extreme as the level of debt where it shows only 17 percent of the companies listed under the
KLSESI are highly liquid. The results also indicate that if both criteria are compared concurrently,
only 198 out of 565 companies listed under the KLSESI conform to the criteria set up by the DJIM.
Research limitations/implications – The main reasons why the differences exist among Islamic
Indices are due to micro-factor as faced by Malaysian companies such as the limited amount of capital
resources. The Shari’ah supervisory board of the respective indices represents the sole body that
determines the rules or criteria to be used by each index. This explains why the indices differ from one
country to another and efforts should be done by regulators in the respective countries to harmonize
the differing criteria used.
Originality/value – The paper represents the first study that compares the criteria used by two
different indices regarding Islamic capital investment in a developing country.
Keywords Islam, Equity capital, Investments, Debts, Liquidity, Malaysia
Paper type Research paper
1. Introduction
In the middle of the 1990s, the business community had witnessed a drastic growth of
Islamic funds all over the world. This phenomenon was due to the awareness of and
demand from Muslims to participate in capital market investment. For the year ending
2002, for example, 105 Islamic equity funds worth almost US$5 billion were launched
in which 48 percent are located in the Middle East, 30 percent in Europe and
North America, and 22 percent in Asia (Falaika, 2002). In December 1995, the
Dow Jones Market established the first Islamic Index in order to facilitate and enable
Islamic fund managers to transact business in the capital market. The move was then
followed by other stock markets and financial institutions in developing their own
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Islamic Indices, such as the Financial Times Stock Exchange (FTSE), the Wellington
Islamic Index, the Citi Bank Islamic Index, and the Global Alliance Islamic Index.
In Malaysia, the Securities Commission (SC) introduced the Kuala Lumpur Stock
Exchange Shari’ah Index (KLSESI) in 1997 as a vital mechanism in order to accelerate
the achievement of an Islamic capital market (ICM) plan. The ICM refers to the market
where activities are carried out in ways that do not conflict with the conscience of
Muslims and the religion of Islam. In other words, the ICM represents an assertion of
religious law in capital market transactions where the market should be freed from the
involvement of prohibited activities by Islam such as usury (riba), gambling (maisir),
and ambiguity (gharar) (Securities Commission, 2002).
Recently, various capital market products are available for Muslims who wish to
invest and transact in the ICM. Such products include the list of the SC’s
Shari’ah-approved securities, Islamic debt securities, Islamic unit trusts, Islamic and
Shari’ah Indices, warrants transferable sbuscription rights, call warrants and crude
palm oil futures contracts.
The Shari’ah Advisory Council (SAC) of KLSESI and other indices have adopted a
similar view on the core activities of a company that do not contravene the Shari’ah as
the general principle in determining whether the company could be or could not be
included in the index. However, each index uses different additional criteria in
determining a permissible company. For example, the Dow Jones Islamic Market Index
(DJIM) uses three additional financial characteristics, i.e. level of debt, level of liquidity,
and level of interest income as compulsory criteria during the screening process for
prospective companies.
The SAC of KLSESI, in its written guidelines, focuses only on two criteria, namely:
(1) core activity; and
(2) level of interest income of company to determine whether a particular company
is permissible or not in its index.
However, it is silent on the other two criteria, namely:
(1) the debt level; and
(2) liquidity level as used by other Islamic Indices.
This differing stance is due to disparity or non-standardization and non-mutual
acceptance of Islamic rules across Muslim countries (Atan, 1999) which lead to
debatable issues in Islamic investment. This anomaly has spurred this study to ask the
question of to what extent companies in the KLSESI are different from those listed in
other indices based on the above-mentioned criteria. To our knowledge, there is no
prior research that has been conducted to examine empirically this controversial
matter. Furthermore, the studies so far have only looked into the performance side of
Shari’ah Indices as compared to conventional indices (Siddiqui, 2000, 2002; Ahmad and
Mustafa, 2002; Mamat, 2002).
The objective of the study is to identify the status of Malaysian Shari’ah-approved
companies using two criteria, namely the level of debt and liquidity, and to what extent
it differs from the criteria measurement used by DJIM for both variables. In addition,
this study also tries to examine the impact on the KLSESI if both variables used in the
DJIM are applied in the Malaysian context. Finally, this study also discusses why the





This paper is organized into following sections. Section 2 describes the background
of the KLSE Islamic Index. Section 3 presents prior research on Islamic equity
investment especially on the characteristics of Shariah’s compliant companies and also
provides an overview of the Islamic investment criteria. Section 4 describes the sample
and the research method used as well as the variable specification. Section 5 presents
the analysis of findings followed by discussion of the results. Section 7 offers some
practical recommendations which will have implications for policy decisions and
provides suggestions for further research, while Section 8 concludes the paper.
2. Background of the KLSE Shari’ah Index (KLSESI)
KLSESI, as an important product of the ICM, was introduced in 1997 in order to provide
an avenue for Muslim investors to participate in equity investments in accordance to
Shari’ah principles. This index comprised of firms listed on both the Main and the
Second Board, and Masdeq at KLSE (at present is known as Bursa Malaysia). As of
26 October 2006, 642 companies out of 811 companies listed on the above three boards
were approved by the SAC of the SC as permissible securities. According to the SC,
the SAC has applied standard criteria as guidelines in determining whether the core
activities of the companies listed on KLSE (before approving such company) are
permissible for investment under the Shari’ah law. The activities are considered
impermissible if the:
(1) Operations are based on riba (interest) such as activities of financial institutions
like commercial and merchant banks, and finance companies.
(2) Operations involve gambling.
(3) Activities involve the manufacture and/or sale of haram products such as
liquor, pork, and meat not slaughtered according to Islam.
(4) Operations contain elements of gharar (uncertainty) such as conventional
insurance companies.
For companies whose activities comprised of both permissible and non-permissible
elements, the SAC has set out several additional criteria, as follows:
(5) The core activities of the companies must not contravene the principles of
Shari’ah as outlined in the four criteria above. Furthermore, the proportion of
unlawful (haram) elements must be very small compared with the core activities.
(6) The public perception or image of the company must be good.
(7) The core activities of the company are important and considered maslahah
(benefit in general) to the Muslim Ummah and the country, while the haram
(unlawful) element is very small and involves matters such as ummu balwa
(common plight), uruf (custom) and the rights of the non-Muslim community
which are accepted by Islam.
(8) The level of interest income received from fixed deposits in conventional
financial institutions and other investments in interest-bearing accounts
complies with the levels set up by the SAC.
3. Literature review
There are various viewpoints by Islamic scholars on the financial characteristics of




of equity investment, it is quite difficult to find a company which is in strict
conformity with the precepts of Shari’ah (Usmani, 1999). There are several issues that
have been debated among Islamic scholars regarding the characteristics of a company
that can be invested by Muslims or otherwise. Most of the issues arise when the main
activity of the company is halal (permissible) but its financial activities violate the
Shari’ah principles. The Islamic scholars have discussed such issues in three different
situations as described below.
3.1 A company finances its capital through debt
In the modern economic system, it is common for a company to borrow money from
conventional financial institutions to finance its capital. This case creates an issue of
shareholder’s liability and riba (interest), which has been a matter of debate between the
Shari’ah experts from different schools of thought (mazhab) in the present century.
According to Usmani (1999), there are two different views among Shari’ah experts
regarding such issues. The first view takes a firm stance that it does not allow Muslims
to deal in the shares of such company. The proponents of this view argue that every
shareholder of a company is a sharik (partner) of the company, and every sharik,
according to Islamic jurisprudence, is an agent for the other partners in the matters of the
joint business. Therefore, the mere purchase of a share of a company embodies an
authorization from the shareholder to the company to carry on its business in whatever
manner the management deems fit. If it is known to the shareholder that the company is
involved in an un-Islamic transaction, yet, he still wants to hold the shares of that
company, it means that he has authorized the management to proceed with a non-Islamic
transaction. In this case, he will not only be responsible for giving his consent to
un-Islamic transaction, but that transaction will also be rightfully attributed to himself,
because the management of the company is working under his tacit authorization.
However, a large number of the present-day scholars oppose this view. They argue
that a joint stock company is basically different from a simple partnership business
structure. In partnership, all the policy decisions are taken by the consensus of all
the partners, and each one of them has a veto power with regard to the policy of their
business. Therefore, all actions of a partnership are rightfully attributed to each
partner. Conversely, the policy decisions in a joint stock company are taken by
the majority. Being composed of a large number of shareholders, a company cannot
give veto power to each shareholder. The opinions of individual shareholder can be
overruled by a majority decision. Therefore, each and every action taken by the
company cannot be attributed to every shareholder in his individual capacity. If a
shareholder raises an objection against a particular transaction in an annual general
meeting, but the majority overrules his objection, it will not be fair to conclude that he
has given his consent to the transaction in his individual capacity, especially when he
intends to withdraw from the income or revenue attributable to that particular
transaction.
Moreover, according to the principles of Islamic jurisprudence, borrowing on
interest is a grave sinful act for which the borrower is responsible in the hereafter.
However, this sinful act does not render the whole business of the borrower as
haram (impermissible). While the borrowed amount is being recognized as owned by
the borrower, anything purchased in exchange of that money is not unlawful.





rests with the person who willfully indulged in a transaction of interest, but this fact
does not render the whole business of a company as unlawful.
3.2 A company keeps its surplus money in an interest-bearing account
This case again leads to the debate among scholars especially in the concept of riba.
A group of scholars argues that riba is strictly forbidden in Islam and any transaction,
which is related to riba, is haram. Thus, a company that has an interest income is not
permissible for investment.
The other group of scholars argues that if a company is engaged in a halal business,
but it keeps its surplus money in an interest-bearing account, wherefrom a small
incidental income of interest is received, it does not render all the business of the
company unlawful. They again argue that if a person acquires the shares of such
company with clear intention that he will oppose the incidental transaction also, and will
not use that proportion of the dividend for his own benefit, how can it be said that he has
approved the transaction of interest and how can that transaction be attributed to him?
However, a majority of the scholars agree that such company is permissible for
investment with the following conditions:
. The amount of interest income is not significant compared to the total income of
the company.
. The proportion of interest income from the dividend paid to the shareholder must
be purified, for example, by giving a specified proportion to charitable
organisations.
3.3 A company has a significant proportion of liquid assets
According to Islamic jurisprudence, the shares of a company are negotiable only if the
company owns some non-liquid assets. If all the assets of a company are in liquid form,
for example, in the form of money or assets that can be easily converted to cash, then
that particular company is not permissible for investment.
Almost all scholars reach a consensus about this principle but the determination of
the proportion of non-liquid assets of a company for the negotiability of its share is still
debatable. Some scholars are of the view that the ratio of non-liquid assets must be at
least 51 percent. They argue that if such assets are less than 50 percent, most of the
assets are in liquid form, therefore, all its assets should be treated as liquid on the basis
of juristic principles (to the majority goes the verdict of the whole). Some other scholars
have opined that even if the non-liquid asset of a company is less than 51 percent but
greater than 33 percent, its shares can be treated as negotiable.
3.4 Islamic investment criteria
The contemporary Shari’ah scholars have provided general rules for Islamic investors
to evaluate or screen whether a particular company is halal (lawful) or haram
(unlawful) for investment (Wilson, 2004; Nisar, 2007; Keigher and Bauer, 2000; Derigs
and Marzban, 2008).
3.4.1 Qualitative screens. This screen focuses on the activity of a company that is
used as the main principle in Islamic investment criteria. For a company that does not
comply with Shari’ah, for example, a company involved in production of alcohol
for drinking, gambling, entertainment, and riba-based financial institutions, then,




3.4.2 Quantitative screens. This screen refers to three financial features of a
company, namely:
(1) Debt/equity ratio. If the company has debt financing of more than 33 percent of
its capital, then it is not permissible for investment.
(2) Interest-related income. If the company has interest-related income of more
than 10 percent of its total income, then it is not permissible for investment.
However, this income should not come from its main business activities
but from placing its surplus funds in investments that could yield interest
income.
(3) Monetary assets. This feature refers to the composition of account receivables
and liquid assets (cash at banks and marketable securities) compared to total
assets. Various minimums have been set for the ratio of non-liquid assets
(assets that are not in the form of money) necessary to make an investment
permissible. Some set this minimum at 51 percent while a few cite 33 percent as
an acceptable ratio of non-liquid assets to total assets.
The DJIM filters a prospective company’s eligibility (after removing companies with
unacceptable primary business activities) based on compliance with three financial
ratios, namely:
(1) Companies must have a debt to equity ratio equal to or less than 33 percent.
(2) Companies must have an accounts receivable to total asset ratio equal to or less
than 47 percent.
(3) Companies must not receive more than 9 percent of total income from
non-operating interest activities.
4. Research method
This study is exploratory and descriptive in nature. It employs two financial measures
adopted by DJIM (debt/equity ratio and liquidity ratio) in analyzing Malaysian
companies listed under the KLSE Islamic Index. These variables are used because
there are no clear or written guidelines produced by the Malaysian SAC of the SC
regarding this matter.
4.1 Sample and data collection
The population of the study comprised of 642 companies approved by the SAC as of
26 October 2006. For the purpose of this study, the samples were divided into five
industries; namely, consumer products (CPs), industry products, construction and
properties (C&P), services (SV), and others (plantations, infrastructure, finance,
and technology). After removing companies that did not have complete information,
the total final sample was 565 companies, which represent 88 percent of the
companies listed on both the Main and the Second Board of KLSE Shari’ah Index.
Data regarding debt to equity and liquidity ratios for the year 2006 were obtained
from the Interactive Data System. The liquidity ratios are derived by taking the sum of
accounts receivables, cash and short-term investments divided by the total assets.








Table I shows the number of companies from each industry in the final sample. The
industrial product (IP) contributes the largest portion in which 205 companies
(36.3 percent) of the total sample come from this industry. The lowest portion comes
from other industries in which only 49 companies (9 percent) are represented. The CP,
C&P, and SV industry contribute more or less an equal portion of the total sample.
5.2 Debt to equity ratio of KLSE Shari’ah securities
Table II shows the status of debt level for companies approved by the SAC KLSESI
according to industry. The findings show that 44.07 percent of the companies are highly
geared in which more than 50 percent of its capital was financed by debt. However, about
25 percent of the companies have a debt to equity ratio of ten percent and below. This
indicates that these companies are most likely being using equity to finance their capital.
5.3 Liquidity ratio of KLSE Shari’ah securities
As shown in Table III, almost 70 percent of the companies have a liquidity ratio less
than 40 percent. This indicates that the majority of the companies do not have
substantial liquid assets. However, almost 17 percent of the companies are highly
liquid where their liquidity ratios are more than 50 percent.
5.4 Number of KLSE Shari’ah securities that conform with DJIM
This analysis compares the debt to equity ratio and liquidity ratio of the KLSESI











Debt to equity ratio CP IP C&P SV Other Total %
0-10 22 46 25 26 23 142 25.13
11-20 15 24 6 7 5 57 10.09
21-30 10 18 13 8 2 51 9.03
31-40 5 15 5 8 1 34 6.02
41-50 2 14 4 8 4 32 5.66
.50 41 88 56 50 14 249 44.07
Total 95 205 109 107 49 565 100
Mean 0.8121 0.9890 0.8579 0.6958 0.7018
Minimum 0.01 0.01 0.02 0.00 0.11
Maximum 9.43 18.07 6.20 3.63 10.81
Table II.





only 46.55 percent of the companies have a debt to equity ratio below 33 percent, which
thus fulfill the DJIM requirements. Companies from other industries show the highest
compliance with DJIM criteria (63 percent) followed by companies from the CP
industry (almost 53 percent). Companies from IPs, C&P, and SV industry accounted
between 41 and 45 percent compliance with DJIM criteria.
On the liquidity side, Table IV reveals that the majority (79 percent) of the
companies listed on KLSESI fulfill the liquidity ratio as imposed by DJIM. From
565 Malaysian companies, only 119 (about 21 percent) do not meet the requirements
of DJIM.
Interestingly, when the companies are analyzed in terms of their fulfillment with
both the KLSESI and DJIM requirements concurrently, as shown in Table V, there are
only 198 companies (35.04 percent) which fulfill the DJIM criteria.
Industry
Liquidity ratio CP IP C&P SV Other Total %
0-10 8 18 15 5 10 56 9.91
11-20 13 36 27 17 14 107 18.94
21-30 19 42 19 21 8 109 19.29
31-40 32 48 8 19 6 113 20.00
41-50 16 40 11 13 4 84 14.87
.50 7 21 29 32 7 96 16.99
Total 95 205 109 107 49 565 100
Mean (%) 31.03 31.45 32.90 39.55 27.89
Minimum (%) 0.83 1.41 2.32 7.00 2.38
Maximum (%) 71 75 93 90 107
Table III.
Liquidity ratio of KLSE
Shari’ah securities
DJIM
KLSESI Debt to equity , 33% Liquidity , 47%
Sector No. of companies No. of companies Percentage No. of companies Percentage
CP 95 50 52.63 87 91.58
IP 205 92 44.88 174 84.88
C&P 109 46 42.20 76 69.72
SV 107 44 41.12 68 63.55
Other 49 31 63.27 41 83.67
Total 565 263 46.55 446 78.94
Table IV.
Comparison KLSESI to
DJIM according to debt to
equity and liquidity when
analyzed separately
KLSESI DJIM
Sector No. of companies No. of companies Percentage
CP 95 44 46.32
IP 205 74 36.10
C&P 109 32 29.36
SV 107 21 19.63
Other 49 27 55.10




according to debt to







Investment in equity is a modern economic activity which did not exist during the
Prophet Muhammad’s (peace be upon him) period. Moreover, it is not stated specifically
in Al-Quran or the Sunnah. The guidelines used by Islamic Indices at present are based
on consensus (ijtihad ) of Islamic scholars from various disciplines (such as Islamic
finance, law, and economy) who are members of the Shari’ah Supervisory Board for each
respective index. In such cases, the differences between indices on the rules used are
termed as differences in views, which is permitted in Islam.
From the analysis of companies listed on KLSE Islamic Index, it is evident that the
SAC of the SC does not take into account the level of debt and liquidity as used by DJIM
in screening for acceptable companies. The result shows that the percentage of
companies listed on the KLSE Islamic Index that conform to DJIM based on debt to
equity and liquidity are only 46.55 and 79 percent, respectively, (Tables II and III). The
possible implication that can be derived from the cursory results of the study is that it
could have a significant impact on the acceleration of the ICM in Malaysia if the SAC
tries to impose the financial criteria used by DJIM. The two possible impacts on the
implementation of the ICM in Malaysia that might explain why the SAC did not take
into account such criteria set by the DJIM are discussed below.
First, according to Yakcop (1996), an Islamic equity market is considered viable if it
fulfills the three following prerequisites:
(1) an adequate number and value of shares are offered;
(2) an adequate number of institutions, companies, and individuals are involved in
the market; and
(3) an adequate number of brokerage firms are offering an Islamic brokerage SV.
As revealed in the previous section, the majority of firms in Malaysia rely heavily on
debt to finance their capital where almost half of the companies have a debt to equity
ratio of 50 percent and above (Table II). Although the debt approach does not conform
to the Islamic rules for financing capital (which emphasizes an equity approach),
we must accept the fact that as with other developing countries, Malaysia has a lack of
domestic capital resources either from institutional or individual investors. Thus,
companies have to rely on banks to finance their activities. If Malaysia wants to adopt
the criteria used by DJIM, then more than 50 percent of the existing listed companies
will have to be removed from the KLSE Islamic Index (Table IV). Thus, there will be a
very small number of companies that could be considered as “Shari’ah-based”
companies and it could provide a strong argument for the government not to adopt
such criteria in order to execute an efficient Islamic stock market.
Second, a number of scholars have opined that one of the important features of
Islamic stock market is where there is a freedom from price control and manipulation
(Obaidullah, 2001; Naughton and Naughton, 2000). Speculation is one example of price
manipulation in which investors enter the market with the purpose of making
short-term gain without the intention to participate as an equity investor in the
company concerned (Naughton and Naughton, 2000). Price efficiency is an appropriate
measure of price control and manipulation. Price should reflect the intrinsic worth of
stocks which means the prices of stocks must equal their respective fundamental




In a free market, forces of supply and demand determine the stock price of a particular
company. It is a requirement that the forces of demand and supply should be genuine and free
from any artificial elements. Islam condemns any attempts to influence prices through
creating an artificial shortage of supply (ihtikar). Similarly, any attempts to bid up prices by
creating an artificial demand are considered unethical.
An adequate number of participants (both seller and buyer) in any stock market will
help to control such activities.
Based on the above views, in the Malaysian context, if both the level of debt and
liquidity criteria as set up by DJIM are used, then there are only 198 companies that are
eligible to be listed under the KLSE Islamic Index (refer to Table V). This inadequate
supply of shares will lead to unethical forces of demand and supply, for instance,
excessive demand might be created for a particular company by a certain group of
people in order to obtain quick gains. In addition, the spread of rumors by irresponsible
market players will also aggravate the situation. Subsequently, this phenomenon may
leave the Islamic market prone to unethical activities such as margin trading and short
selling, which is strictly forbidden in Islam (Obaidullah, 2001).
On the other hand, even though there are valid reasons for Malaysia to adopt
different screening criteria, there could also be disagreement and confusion among the
international investors on the screening standards used by the SAC of the SC. This
could negatively affect the reputation of the SAC. As such, it is quite timely for the
SC to adopt progressively the screening standards used by the DJIM for the benefits of
the international investors. This is especially true if Malaysia wants to attract foreign
investors to invest in the country, which is in line with the government’s policy to
promote Malaysia as an international hub for Islamic banking and finance.
7. Recommendations and future research direction
A number of recommendations emanate from the above results. First, although the
criteria used of the “level of debt to equity” and “liquidity” of the firm are based on
ijtihad (consensus), the majority of Islamic scholars accepted both variables as
necessary criteria for screening permissible companies. Many Shari’ah supervisory
boards of other Islamic Indices and funds also use these two variables in their
screening process such as the FTSE Islamic Index, the Wellington Islamic Index, the
Global Alliance and the Citi Bank Islamic Index. Hence, if the KLSESI is to be
attractive to foreign Islamic investors or funds, the SAC of SC must be transparent
when dealing with such issues. Investors have the right to know the specific criteria
and the rationale for adopting those criteria.
We would like to recommend that while the SAC might uphold the existing rules,
other characteristics of companies which are important from the Islamic perspective
should be taken into account during the screening process. For example, other
characteristics such as level of debt, level of interest income, and company’s social
responsibility should also be mentioned and included in the guidelines as other
important criteria from the Islamic perspective. This will provide Islamic investors
with a wider picture of the additional Islamic values of a company before making their
investment decision. Additionally, in the effort to index harmonization, it is imperative
for the SC to gradually meeting the globally accepted standards (i.e. DJIM standards).
Second, the key to every aspect of Islam either economic, social, or politic lies in





with Allah, His universe and His ummah (Rice, 1999; Usmani, 1999; Choudhury, 2001).
The strength of Muslim society will heavily depend upon the implementation of
activities towards achieving this principle. From the ICM perspective, this principle
can be applied among Islamic countries in order to unite and strengthen the Muslim
ummah. To achieve this, the Organization of Islamic Conference (OIC) which was
established in 1969 is a proper venue for Muslim countries to start up the idea of
setting up a global ICM Index. In one of its conferences held in Doha, State of Qatar,
from 16 to 17 November 2000, Resolution No. 37/9 (IS) was passed on the establishment
of an Islamic Common Market (OIC, 1997, 2002). The resolution urged that the
establishment of such a market was a necessary step towards strengthening economic
and commercial cooperation among member states. If the establishment of the Islamic
Common Market becomes a reality, there should be no more obvious differences among
Islamic Indices and presumably only a single Islamic Index will be used among Islamic
countries. However, again the respective governments of Islamic countries (especially
OIC member states) must play their roles by setting up a common working committee
to discuss on how globally acceptable screening standards can be developed based on
the present screening norms used in various countries.
Our findings point to several other areas of future study. First, further research
employing other criteria used by different Islamic Indices could shed some light on the
intricacies of achieving a harmonised set of Islamic investing criteria to be used by all
Islamic Indices worldwide. Second, a survey research could be conducted by
interviewing the SAC members from each Islamic Index to examine the procedures,
processes, or deliberations involved in deriving the different Islamic criteria for
screening permissible companies. Third, this study can be replicated in other Islamic
countries to examine the degree of convergence (or divergence) between the respective
Islamic Indices. This will provide an inter-country comparison with the current
findings.
8. Conclusion
It is evident that one of the main reasons why the differences exist among Islamic
Indices is due to micro-factor as faced by Malaysian companies. Capital resources are
very limited in Malaysia and other countries in this region as compared to Arabian
countries where institutions and individuals form the major capital providers.
Thus, companies in the latter countries will prefer an equity approach to finance
their capital.
The existing practice in determining the rules to be used by each index lies fully on
the Shari’ah supervisory board of the respective indices. As a result, the indices will
differ from one country to another. However, one should bear in mind that the
inconsistencies of the rules used among Islamic Indices should not be considered as
revealing the weaknesses of the Muslim community in the eyes of the other
communities. Rather, it reflects the beauty of Islam in the sense that “flexibility” is
allowed to cater for specific circumstances faced by Muslims in their unique
environment such as the different economic, political, and social systems being
practiced in their respective countries. However, it would be beneficial at this juncture
for Muslim countries to harmonize the various rules and to have general criteria for an
ICM Index to operate. By having such generally accepted criteria, it will accelerate the
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